The principle purpose of this article serves a number of purposes. Among them, it provides instructors with a tested financial statement report project. It also helps students to develop higher-level learning skills. In addition, the project provides an opportunity for students to apply their basic accounting knowledge to the analysis and use of the basic financial statements. The article also summarizes and explains the importance of key ingredients in creating a successful student-oriented project such as (1) planning and executing the project, (2) building an active learning environment and time line, and (3) emphasizing the importance of group work in completing the project. The article also discusses some simple dos and don'ts in the constructing and administering of the annual financial report project for introductory accounting students.
Introduction
The principle purpose of this article meets five primary educational goals. First, it provides educators with a simple report template guiding students in the analysis of financial statements in an organized fashion. Second, the annual financial report project shared in this article helps students to develop their higher-level cognitive, analytical, critical thinking, and communication skills. Fourth, the project requires students to apply their basic accounting and finance knowledge to the analysis and uses of the basic financial statements such as the consolidated balance sheet and income statement. Fifth and more importantly, the article discusses some simple dos and don'ts in constructing, administering, and evaluating the annual financial report project for introductory accounting students.
Project Relevance
With lower-level courses such as the introductory accounting, relevance is another important consideration. Greater relevance leads to extended student interest. In short, outcomes for the project will be more beneficial if students want to learn (Song & Grabowski, 2006) and if they possess the prerequisites skills necessary to do well (McMillan, 2010) . There is also the students' other time demands which will pose a challenge especially near the end of the term. Some universities in order to remedy this challenge such Utah State in the area of English coordinate their major writing assignments and spread out the due dates to minimize time conflicts. As mentioned earlier, instructors can also spread out the work and evaluate the student progress along the way avoiding a last minute rush by students to complete the project and the instructor to evaluate it.
Of course, any project can be scaled back which would reduce some of these challenges. On the other hand, we do want students to learn how to organize their work, manage their time commitments, and meet time dead-lines. In all, ultimately the project final grade rests on the shoulders of the students no matter its length and/or requirements.
The accomplishment of key learning objectives is also an important project consideration and will give you insight on the next project's go-around (revisions). If so, the question must be asked early, what do you wish the students to learn as an outcome of the project, and will you be able to convey the importance of the project and its intent (perceived outcomes) to all of the participants. These are all factors that must be considered when introducing and completing the project. Of course, there may be students who consider what is being assigned is just busy-work; having no applications to themselves. These are students who have to be sold on the importance of the project and need the instructor's intervention and encouragement along the way. In summary, we have to keep sight of our goals and keep everyone interested and on track in the project.
Project Components

Project Requirements
As stated in the introduction, one of the primary goals for this financial report project was to assess a company's liquidity, profitability, long-term solvency, and market strength through the application of appropriate financial analytical tools (Deberg et al., 2012) . Further, the students were asked to compare their company with another similar one in size and composition within the same industry. In reference to the following project requirements, the reader is asked to refer to Exhibit 1 (project handout shown at the end of this article).
Requirement 1
At the initial stage, the students were asked to select a company of their own choice listed on one of two stock exchanges, Dow or Nasdaq. The selection of the entity had to be approved by the instructor so no one student would be analyzing the same company except in comparison to key ratios. Early on, it was discovered that this step needed to be modified due to the lack of comparability between entities or lack of sufficient data or time to compute all of the required ratios. Therefore, it was necessary for some of the students to select another company which would satisfy the project's selection criteria. Once this was accomplished, the student was given permission to proceed. For the instructor and student, this approval phase consumed at least a half hour for each student. However, the time consumed up front by the students and instructor lessen the need for further outside research of other sources to supplement data missing from their primary source.
It was discovered after the assignment was first used that it would have been better for two or more students to select companies in the same industry allowing them to share their computed ratios with each other for comparison. As implied earlier in the forward section of this article, this procedure would have reduced the student's work load in re-computing comparative ratios and/or seeking out published ratios using the same formula definitions. This is what did happen initially before the project was modified and reused. Student had compared their computed ratios with another company using the same ratio by name but with a different component definition. Students also accidentally made their comparison using ratios base on different time lines such as three quarters versus four. This was the case for approximately 5 percent of the students when not making a comparison among themselves.
Requirement 2
The second phase of the project required students to describe their company products and/or services. This was the simplest step for the students to complete and an easy component for grading. It was also a very important for helping the student gain background information pertinent to a later write-up in explaining movements in their ratios and differences in year to year numbers.
As with any writing assignment, students were warned not to plagiarize. The source most often used was the 10-K or a similar section in the company's annual report. However, financial web sites such as Yahoo finance also served as a good source supplement.
Requirement 3
In the third phase, students were required to construct a chart depicting the movement of their company's stock price over a one year period. In the future, it would have been better to extend the chart time-line over a longer period such as three to five years. Students too often using the shorter time line drew the wrong conclusion on how the company was doing. This was especially true during severe economic swings or other factors affecting the company's value. It was also better for the student to use a chart constructed by one of the financial web sites rather than constructing their own using Excel unless the instructor wants to take the time in class teaching basic chart construction skills. We can't always assume that students remember these skills even considered course prerequisites. Again, time is a consideration!
Requirement 4
The fourth phase of the project required students to construct a horizontal analysis. This analysis for the balance sheet and income statement should have been a straight-forward task. However, that was not the case due in part by providing students with a brevetted exhibit. As a result, some students left out line items from their source documents when transferring financial data from its original source. Since subtotals were often transferred over as text, the students did not detect the problem or assumed that the instructor would not pick up on the missing line items.
In addition to providing a detailed example of a horizontal analysis from the textbook or another source, the instructor must emphasize that every line item must be transferred to their worksheet and formulas must be created for all totals. A demonstration and explanation on how to use the financial notes must be also be done at an early stage when the financial statements show consolidated information (e.g., receivables and payables). The detailed breakout of consolidated line items found in the financial notes is important in calculating all of the required financial ratios. Again, periodic evaluation and feedback by the instructor and group members should be beneficial in accomplishing this requirement and reducing potential problems.
Requirement 5
The vertical analysis phase of the report was meant to be a useful and simple task. Here the students were asked to prepare a common-size balance sheet and income statement for two years. If all of the data was transferred over to the spreadsheet used for the horizontal analysis, students used this same information to construct a vertical analysis. It was also emphasized at this point that the student must use total assets (or total liabilities and stockholder equity) or net sales to compute their percentages of the totals for the balance sheet and income statement. In a few cases, there were a few students who computed the percentages based on total liabilities or stockholder's equity alone. A demonstration constructing a sample vertical spreadsheet in class or presenting a finished product on screen should remedy this error. Again, intervention by the instructor along the way would reduce potential problems.
Requirement 6
The opinion write-up in this phase of the report varied based on the time taken by the student to do a comparison of line item percentages computed from one year to the next using information from their horizontal or vertical analysis. To help direct the student's focus in writing this section, students should be given a list of key line items which should be included in their opinion write-up. As example, the comparison of percentages in respects to the income statement's vertical analysis should include such line items as the cost of goods sold to net sales, gross profit margin, total expenses to net sales, and net income after taxes and interest to net sales. The same is true for the balance sheet using vertical analysis such as percentage of current assets to total assets, and total liabilities to total liabilities and stockholder's equity. Yes, there may be some an overlap here with ratios to be computed but a foundation must be laid to provide the student for their opinions.
Requirement 7
The seventh component of the annual report project required students to calculate a series of ratios assessing the company's liquidity, solvency, and profitability for the current and previous year. Initially, the students were given a list of ratios by category from another source than their textbook. This posed a problem with the exception of the cash flow ratios. Students discovered quickly and were confused by the fact that some of the formulas supplied in the handout differed from their textbook's formula definitions for the same ratios. It was far better to provide the students with a list of ratios directly from their textbook and supplement it with additional ratio not supplied in the textbook. For instance, Porter and Norton in Chapter 13, entitled financial analysis, furnish the students with a concise list of liquidity, solvency, and profitability ratios and their related formulas. In short, the teacher needs to do their homework when utilizing a model from the internet, but we sometime learn great lessons from our mistakes.
Requirement 8
Students did well with the eighth component of the annual report project. They were asked to prepare a report analyzing their company's financial status using all of the required computed ratios for the previous and current year. In turn, they were asked to compare two of the ratios from each category with a competitor. In some cases, students went beyond the requirements and compared their company not only with a competitor but with the industry. As a result, this was added as additional requirement with the next revision.
Requirement 9
Here, the students were asked to provide an opinion of whether they would invest in the company and accept employment from them. In respects to the first requirement, students based their opinions on the comparative analysis of their company with one competitor and the industry; adding greater credence to their opinion. The revised project reflected this effort. In respects to employment, the student conducted more research about their company to support their opinion. This was true for approximately 82% of the 58 students. They didn't just base their opinion on a financial comparison but scanned the literature to support their decision.
Requirement 10
The last phase or section of the report was the most revealing and provided the instructor with greatest gratification. The students were asked to write what they learned from the project. The question was simple and open-ended.
Here, the comments were very supportive in administering a similar assignment in the future with appropriate modifications as suggested above. Following is a short sample of actual comments made by the students.
<
"I have learned a lot from doing this project."
< At the beginning of this project, I really didn't think I would learn anything. I thought it would be a number crunching project that just took a lot of time. In the end, I learned a lot from this project . . . ."
< "This project showed me how to understand and apply the information found in a company's financial statements and annual report."
have learned how to analyze the financial results of a company and make an informed decision about its financial strength." < "I have also learned that not all' financial 'statements look the same . . . ." < "From this project, I have learned that a lot of work goes into producing the financial statements. I have not even produced the statements, but I have just analyzed them for one company . . . which took hours." < "One important thing I learned is how to do a horizontal and vertical analysis' and 'how to interpret the results."
< "Being able to analyze what the numbers mean, beyond whether they show just an increase or decrease, will be a valuable skill to have as an investor." < Learning how to prepare the horizontal and vertical analysis are skills that I wouldn't have learned without this project." < "I was not aware of all the data a person could obtained about a company.' In terms of Nestle, 'it is amazing how many other products they produce."
< "I have a better understanding now for how the company financial statements provide' . . . 'insight into how a company' might or 'has done in the stock market".
< "The project was a lot of work and but I now can comprehend things that I could never understand" earlier.
< "It was interesting to be able to go behind the scenes of Family Dollar and be able to look at their revenues, liabilities, and etc. It was a very informative experience to be able to do research' on 'Family Dollar".
< "I learned how accounting is used in everyday life' to analyze a company, and 'how important it is for a company". < "From this project, I have learned that it is necessary to do some background searching on a company before you have a complete grasp of that company." < "From the annual report project, one of the first things I learned was how Proctor and Gamble got their start as a health, beauty, and wellness product supplier." < "Sometimes looking at financial reports is necessary to see if you would like to see employment there or not."
< "I did not realize that so many calculations were done and could be done."
< "From completing this project, I have learned how to obtain financial documents" through sites such as "Yahoo and the investor's relations section of a company's website".
< "There were always many situations in class where we simulated doing calculations like these but I have actually done calculations that were real life situations." < ". . . understanding how various accounts relate to one another and what effect they have on' . . . 'profitability, costs and etc. was a great way to illustrate what we have been studying this semester".
< "I appreciate completing an assignment that can translate to something that actually benefits me and my family."
In summary, here is one student's comment who sums up the benefits of the project well. ". . . The ratio analysis taught me how much is hidden behind the numbers on the financial statements. Overall, I believe this project was a good experience and wasn't overwhelming. It reinforced the semester long objectives' for 'the student in a different way than readings, homework, and quizzes. The skills learned during this project are valuable not only' for my future 'accounting and finance classes but also valuable in life itself because I now know how to interpret a financial statement and decide whether or not to invest in a company. . ." The statement speak for themselves regarding the success of the project and its impact. It certainly was a learning process for the students and teacher.
Conclusion
As with most student projects, educators hope for the best in helping students become more active learners. The results of any project also help educators to assess the degree of their success in meeting specific student learning goals and objectives.
Of course, we normally modify project on a regular basis to meet the students' needs. There is also changes in financial accounting presentation standards that must be considered which help a project stay up-to-date. The type of ratios also must consider the needs of the users such as investor which will change the ratios to be assigned. This project was only a sample of a problem-based assignment helping students learn better and apply what they have learned.
Exhibit A: Annual Report Project
The following Exhibit A needs to be modified based on the instructor's needs, time constraints, objectives, and goals.
There are many such projects published or posted by individuals on the internet who wish to share their work with others; a commendable attribute among educators and a golden opportunity for educators. One of the finished projects completed by one students is shown in Exhibit B. It has not been revised or edited except for appropriate captions. General Directions: Please attach the following assignment sheet as the first page of your report. Each report must also include a title page as outlined by your instructor, copies of your four financial statements, an introduction to the purpose of the paper, and body including all the items listed below. _____ 1. Obtain the four basic financial statements for the company selected by you and approved by your instructor (e.g., consolidated balance sheet, consolidated statement of income, consolidated statement of cash flow, and consolidated statement of shareholders' equity). The company must have been incorporated and headquartered in the United States.
The detailed statements must come from a 10-K or Annual report to support all required calculations. You need to transfer all of the balance sheet and income statement line items (data) to an Excel spreadsheets in order to complete the horizontal, vertical, and ratio analysis for this project. Copies of your statements must appear in the first section of your report after this cover page. ISSN 1927 -2677 E-ISSN 1927 -2685 Opinion of Financial Statement Analysis
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A study of the horizontal and vertical analyses of the financial statements leaves the reader with the impression that Cisco is reducing its debt burden, managing expenses, and conserving cash. The balance sheet accounts show a 95% decrease in short-term debt and a 28% increase in cash. Cisco's cash position (including investments) comprises 53% of total assets. The relative composition of other current asset accounts has remained almost the same over the past two fiscal years.
The income statement shows a 7% increase in net sales that is offset by the same increase in the cost of goods sold. However, since other expenses are being controlled, overall operating income increased by 31%; the profit margin ratio increased to 17.5% from 15%. This may be due to a reduction in employee-related costs.
From the cash flow statement, operations generated $1.4 billion more in FY2012 than FY2011. Net income for the period increased by 24%, or $0.33 per share. Cisco's investment activities have also shown improvement, and the company more than doubled the amount of dividends paid to $0.28 per share.
It is the author's opinion that Cisco appears to be managing its resources well in the current uncertain environment of rising expenses, taxes, and regulations. The company's ability to reduce debt and conserve cash, while still investing in the company, seems prudent given the current economic conditions.
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